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CREDIT UNION REFORM/Stronger Business Lending Cap

SUBJECT: Credit Union Membership Access Act . . . H.R. 1151. D’Amato motion to table the Hagel amendment No.
3337.

ACTION: MOTION TO TABLE AGREED TO, 53-42

SYNOPSIS:  As reported with a substitute amendment, H.R. 1151, the Credit Union Membership Access Act, will amend
Federal Credit Union Act to preserve all existing multiple bond arrangements, to limit the growth of futur
multiple bond credit unions to groups of less than 3,000 members, to cap the percentage of total credit union assetslémt may
in business loans at any one time, and to subject credit unions to capital requirements and a system of prompt comective a
The Hagel amendmentvould increase the bill's restrictions on commercial lending by credit unions. First, it would lower the
commercial lending cap for credit unions from the proposed 12.25 percent of a credit union’s assets to 7 percent ofoa'sredit ul
assets (no cap exists under current law). Credit unions would have 3 years to get under the cap. Second, the amendmeint wou
commercial loans under $50,000 as well as loans over $50,000 under the cap (the bill will provide an exemption for loans L
$50,000). Finally, the amendment would require credit unions to have loan officers with at least 2 years experience ialcomme
loans to administer such loans.
Debate was limited by unanimous consent. After debate, Senator D’Amato moved to table the Hagel amendment. Gene
those favoring the motion to table opposed the amendment; those opposing the motion to table favored the amendment.

Those favoringthe motion to table contended:
Our colleagues have accurately stated the reasons why commercial lending by most credit unions should be limited. How
they have inaccurately described the basis for the limits in this bill, and the degree of risk that is being takenhiosetingd.

First the 12.25 percent cap was not set arbitrarily, as has been alleged. Instead, it was set by looking at the reat-ivewddileiffe
have. At present, 85 institutions exceed the cap. They will have to dispose of approximately 5,400 loans with a tot2G8alue of
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million over the next 3 years in order to get under the cap. Already, a cap of 12.25 percent will cause a great deamflflisrupt

we were to drop to 7 percent, as advocated by our colleagues, 177 institutions would be above the cap and 8,700 logads, with a t
value of $360 million, would be affected. We would not get much in return for causing that much more disruption for aredit unio
There are approximately 11,000 credit unions in America, of which only 13 percent make any commercial loans. If every one of
them made commercial loans, though, and if they made them at the 12.25 percent cap, the total commercial loan volurhe would stil
be only $40 billion. That amount would be just 3 percent of the total $1.1 trillion commercial loan volume in the Unite#l States
12.25 percent cap does not expose the United States taxpayers to a large liability, nor does it threaten to take atéeyg@ipercen

the market share for commercial loans from other financial interests. It is a very reasonable cap that we strongly salsport. We
object to the proposal in the Hagel amendment to strike the $50,000 threshold. Such loans make up only a minor partasf credit u
business lending, and are often virtually indistinguishable from personal lending. For instance, suppose a plumber boyrows mone
for a pickup truck--should that loan be counted as a personal or a commercial loan? In sum, the Hagel amendment would put too
low a cap on credit union commercial lending and would unwisely restrict small loans. This amendment should be rejected.

Those opposinghe motion to table contended:

The Hagel amendment is intended to prevent unfair competition and to make sure we do not end up with another savings and
loan (S&L) fiasco. Credit unions have historically served to give personal loans to members, and they still serve thatpespose
exclusively. However, a small percentage of credit unions that were formed to give personal loans have begun to give commercial
loans. We have several problems with this trend. First, credit unions were created to make “credit more available terpatbple of
means.” To achieve that goal, Congress exempted credit unions from paying income taxes. They thus have an economic advantage
over other lenders when they give loans. That advantage serves a purpose when it is to make it possible for people&d get perso
loans they could not get otherwise, but it does not serve a purpose if the credit is used for commercial lending. Irathiat case,
does is give credit unions an unfair advantage over small banks, which typically give the type of small business loamitiet is p
by credit unions. The next problem is that credit unions are not experienced in this type of lending. They are therefane much m
likely to make bad commercial loans than are banks. The third problem is that credit unions are not as well structured as banks
handle commercial losses. They cannot issue stock to replenish their capital reserves during hard times. Fourth, theevery purpo
of credit unions is to provide loans to people who cannot get service from traditional financial institutions. If thisipractice
extended into business loans, they will just be that much more risky. Fifth, we already know from experience what candmappen wh
credit unions become very involved in commercial lending. In 1991, 13 credit unions in Rhode Island had to be shut dwyn after t
had huge losses from risky business lending. Sixth, and finally, the ultimate losers from risky lending will be the American
taxpayers, who insure the deposits in credit unions.

Senators generally agree on the above points. The question is how best to limit credit union commercial lending. Tlee bill befor
us will cap the total amount of member business loans that a credit union can make at 12.25 percent of its assetssltbans of les
$50,000 will not be counted in the total. We think that the cap is arbitrary and too high, and that the $50,000 limitateaHabp
will allow so many additional business loans to be given that it will make the cap meaningless. Therefore, we have proposed the
Hagel amendment. The Hagel amendment would lower the cap to 7 percent in order to match the capitalization standérd in this bil
for a well-capitalized credit union. In other words, the amendment would require a credit union to have enough cashlmn hand to
able to pay off its commercial loans should they go bad. Next, the amendment would strike the exemption for loans under $50,000
Not only would that action stop credit unions from exceeding the cap by making large numbers of small commercial loahs, it woul
also require honest accounting. In making their ledger entries, credit unions should not list small commercial loansdnahe per
loans column. Finally, the amendment would require credit unions to have loan officers with at least 2 years experience in
commercial loans to handle those commercial loans that it gave under the cap. This requirement is very reasonable. In fact, the
National Credit Union Administration (NCUA) already has this requirement; the Hagel amendment would only codify it.

The main argument against this amendment is that it would burden credit unions. However, only 13 percent of credit unions give
any commercial loans. Within that 13 percent, the vast majority have less than 7 percent of their assets in commerhia,loans. T
cutting the cap from 12.25 percent to 7 percent would only affect a minority of a minority of credit unions. Further, thieskt few
unions would be given 3 years to come into compliance. The other objection that has been raised is that credit unions will have
difficulty in determining which loans under $50,000 should be classified as commercial loans. In response, they did abt have th
difficulty in 1992 and 1993, when the NCUA required credit unions to report on their volume of commercial loans, both above and
below a $25,000 threshold. The Hagel amendment is very reasonable. We urge our colleagues to support it.



